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Enroll ed, An Act,

To anmend Sections 40-18-1, 40-18-24, 40-18- 35,
40-18-35.1, 40-18-42, 40-18-80, 40-18-82, 40-18-83, and add
new Sections 40-2A-17, 40-2A-18 and 40-18-80.1, Code of
Al abama 1975, to disallow deductions for certain payments for
i ntangi bl e property (patents and copyright) and interest
expense to related entities; to restore the federal incone tax
deduction to a cal cul ation based on the ratio of Al abama
incone to total incone; to provide that allocation of interest
from nonbusi ness incone is based on cost of assets instead of
val ue; to suspend for one year the net operating |oss
deduction for corporate taxpayers; to allow the Comm ssioner
of the Departnent of Revenue to apportion or allocate gross
I ncone, deductions, credits, or allowances between two or nore
busi nesses owned or controlled by the sane interest if such
all ocation is necessary to prevent evasion of Al abama incone
taxes or to clearly reflect income; to provide that tax
rel ated services provided on a contingent fee basis is
evidence of the evasion of taxes and provide for penalties; to
revise rules for paynment of estinmated inconme taxes to conform
nore closely to federal estimted tax paynment rules; to waive
certain interest and penalties for underpaynents of estimted
tax resulting from suspension of net operating |oss deductions

and the add back of certain interest and intangi bl e expenses;
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to clarify and confirmcurrent law as it relates to interest
accrual after final assessnent; and to authorize certain
pass-through entities not to pay certain incone taxes on
behal f of nonresi dent owners who have al ready paid those
t axes.
BE | T ENACTED BY THE LEG SLATURE OF ALABAMNA:

Section 1. Sections 40-18-1, 40-18-24, 40-18-35 and
40-18-35.1, Code of Al abama 1975, are anended to read as
fol |l ows:

"840-18-1.

"For the purpose of this chapter, the following
terms shall have the respective meanings ascribed by this
section:

(1) CASH. Any legal tender, negotiable paper, or
solvent credit.

(2) CORPORATION. The term includes associations and —

joint stock companies and any other entity classified as an

association taxable as a corporation for federal income tax

purposes .
(3) DISREGARDED ENTITY. A limited liability entity

that is disregarded for purposes of federal income tax or a

qualified subchapter S subsidiary, as defined in 26 U.S.C. 8
1361.
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3) (4) DOVESTIC. Wen applied to a corporation or

subchapter K entity neans created or organi zed under the |aws

of the State of Al abama.

4)(5) FIDUCI ARY. A guardian, trustee, executor,
adm ni strator, receiver, conservator, or any person acting in
any fiduciary capacity for any person.

5)y(6) FI SCAL YEAR. An accounting period of twelve
nont hs ending on the | ast day of any nonth other than
Decenber .

6)(7) FOREIGN. When applied to a corporation or a
subchapter K entity neans created or organi zed under a
jurisdiction other than outstde—of the State of Al abama.

#-(8) HEAD OF FAM LY. As used in this chapter, the

term"head of famly" has the same nmeaning as the term "head
of household" as defined in 26 U.S.C. §2(b).
(9) INTANGIBLE EXPENSES AND COSTS. Any expenses,

losses and costs for, related to, or in connection directly or

indirectly with the acquisition, use, maintenance, management,

ownership, sale, exchange, or disposition of intangible

property to the extent such amounts are allowed as deductions

in determining taxable income before operating loss deduction

and special deductions for the taxable year including, without

limitation, expenses or losses related to or incurred in

connection directly or indirectly with factoring transactions

or discounting transactions, royalties, patents, technical and
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copyright licensing fees, and other sinlar expenses and

costs. Intangi bl e expenses and costs paid for the use of

i ntangi ble property in this state are, to the recipient,

i ncone derived fromsources wi thin Al abams.

(10) I NTANG BLE PROPERTY. Patents, patent

applications, trade names, trademarks, service narks,

franchi ses, know how, fornulas, designs, patterns, processes,

formats, copyrights and simlar types of intangible assets,

choses in action, and accounts receivabl e.

(11) | NTEREST EXPENSES AND COSTS. Amounts directly

or indirectly allowed as deductions under 26 U.S.C. 8163 for

purposes of determining taxable income under the Internal

Revenue Code. Interest expenses and costs paid to a related

member by a subchapter K entity or a corporation, to the

extent apportioned to Alabama by the payor, are to the

recipient related member income derived from sources within

Alabama.
8- (12) PAID. For the purpose of deductions and
credits hereinafter provided for with respect to income tax
means paid or accrued or paid or incurred, and the terms "paid
or accrued" and "paid or incurred" shall be construed
according to the method of accounting on the basis of which

the net income is computed under this chapter.
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9)(13) PERSON. Any individual, trust, estate,

private corporation, association, disregarded entity, or

partrership subchapter K entity.
(14) RELATED ENTITY. A stockholder who is an

i ndi vidual, or a nenber of the stockholder’'s famly enunerated

in Section 318 of the Internal Revenue Code, if the

st ockhol der and the nenbers of the stockholder’s famly own,

directly, indirectly, beneficially or constructively, in the

aggreqgate, at least fifty percent of the value of the

t axpayer’s out standi ng stock; a stockholder, or a

stockholder’s partnership, limted liability conpany, estate,

trust or corporation, if the stockholder and the stockholder’s

partnerships, limted liability conpanies, estates, trusts and

corporations own directly, indirectly, beneficially or

constructively, in the aggregate, at least fifty percent of

the value of the taxpayer’'s outstandi ng stock; or a

corporation, or a party related to the corporation in _a nanner

that would require an attribution of stock fromthe

corporation to the party or fromthe party to the corporation

under the attribution rules of 26 U.S.C. §318, if the taxpayer

owns, directly, indirectly, beneficially or constructively, at

least fifty percent of the value of the corporation's

outstanding stock. The attribution rules on 26 U.S.C. 8318

shall apply for purposes of determining whether the ownership

requirements of this subdivision have been met.
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(15) RELATED MEMBER. A person that, with respect

to the taxpayer any tinme during the taxable year,

is arelated

entity, as defined in this subsection, a conponent

menber as

defined in 26 U.S.C. 81563(b) of a controlled group of which

the taxpayer is also a component, or is a person to or from

whom there is attribution of stock ownership in accordance

with 26 U.S.C. 81563(e).
{16)—(16) REPORT FROM SOURCE. All individuals,

corporations, associations, and partnerships, in whatever
capacity acting, including lessees or mortgagors of real or
personal property, fiduciaries, employers, and all other
officers and employees of the state or of any municipal
corporation or political subdivision of the state having
control, receipt, custody, or payment of interest, rent,

salaries, wages, premiums, annuities, compensation,

remunerations, emoluments, barter income, or other fixed or

determinable annual or periodical gains, profits and income
taxable under this chapter.

21)—(17) SUBCHAPTER K ENTITY. A partnership,
including a limited partnership or limited liability
partnership, limited liability company, or any other entity
subject to subchapter K of the Internal Revenue Code, 26
U.S.C. 88701 to 761, for federal income tax purposes, not

including a single member limited liability company
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12)(18) TAXABLE YEAR The cal endar year or the
fiscal year ending during the cal endar year upon the basis of
whi ch net inconme is conputed, or a period of |less than twelve
nonths resulting froma change in accounting period as
provi ded in Section 40-18-30.

13> (19) TAXPAYER Any person subject to a tax
I nposed by this chapter, or whose incone is, in whole or in
part, subject to a tax inposed by this chapter.”

"840-18-24.

"(@)__ The amount of income, deduction, gain, loss, or
credit includable or deductible by an owner of an interest in
a subchapter K entity shall be determined in accordance with
subchapter K of the Internal Revenue Code, 26 U.S.C. 8§88
701-761.

(b) For purposes of computing its net income, a

subchapter K entity shall add back otherwise deductible

interest expenses and costs and intangible expenses and costs

directly or indirectly paid, accrued or incurred to, or in

connection directly or indirectly with, one or more direct or

indirect transactions, with one or more related members,

except to the extent the subchapter K entity shows, upon

request by the Commissioner, that the corresponding item of

income was in the same taxable year:
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(1) subject to a tax based on or neasured by the

related nenber’s net incone in Al abana or any other state of

the United States, or

(2) subject to a tax based on or neasured by the

rel ated nenber’s net incone by a foreign nation which has in

force an incone tax treaty with the United States, if the

recipient was a "resident" (as defined in the incone tax

treaty) of the foreign nation.

(c) For purposes of this subsection (b), "subject to

a tax based on or neasured by the related nmenber’s net i ncone"

neans that the receipt of the paynent by the recipient rel ated

nenber is reported and included in inconme for purposes of a

tax on net incone, and not offset or elimnated in a conbi ned

or consolidated return which includes the payor.

(d) The subchapter K entity shall nmke the

adjustnents required in subsection (b) of this section unless

t he subchapter K entity establishes that the adjustnents are

unr easonabl e, or the subchapter K entity and the Conm Ssioner

of Revenue agree in witing to the application or use of

alternative adjustnents and conputations. Nothing in this

section shall be construed to limt or negate the

Comm ssioner’s authority to otherwi se enter into agreenents

and conprom ses ot herwi se all owed by | aw.

(e) The adjustnents required in subsection (b) shall

not apply to that portion of interest expenses and costs and
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i nt angi bl e expenses and costs if the subchapter K entity can

establish that the transaction giving rise to the interest

expenses and costs or the intangi bl e expenses and costs

bet ween the subchapter K entity and the rel ated nenber did not

have as a principal purpose the avoi dance of any Al abama tax

and the related nenber is not prinarily engaged in the

acquisition, use, licensing, mintenance, nanagenent,

owner shi p, sale, exchange, or any other disposition of

i ntangi ble property, or in the financing of related entities.

If the transaction giving rise to the interest expenses and

costs or intangi bl e expenses and costs, as the case nmay be,

has a substantial business purpose and econoni ¢ substance and

contains terns and conditions conparable to a simlar arnms

| engt h transaction between unrel ated parties, the transaction

will be presuned to not have as its principal purpose tax

avoi dance, subject to rebuttal by the Conm ssioner of the

Depart nent of Revenue.

(f) Nothing in this section shall require a

subchapter K entity to add to its net incone nore than once

any anpunt of interest expenses and costs or intangible

expenses and costs that the subchapter K entity pays, accrues

or incurs to a related nenber described in subsection (b).

(g) Nothing in this section shall be construed to

limt or negate the Conmi ssioner’'s authority to make

adj ust nents under _this chapter.
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(h) Subsection (b) shall not limt the deduction of

the interest portion of rent paid under | ease agreenents

described in 8§ 40-18-35(a)(9).

(i) Except with regard to payments described in 88

40-18-35(a)(4)b. and 40-18-35(a)(9) nothing in this section

shall be construed to allow any item to be deducted more than

once or to allow a deduction for any item that is excluded

from income or to allow any item to be included in the Alabama

taxable income of more than one taxpayer.

"840-18-35.

"(@)__ The following items shall be deducted from
federal taxable income for purposes of computing taxable
income under this chapter:

(1) Refunds of state and local income taxes.

(2) Federal income tax paid or accrued during the

taxpayer's taxable year. The portion of federal income tax

deductible by a corporation earning income from sources both

inside and outside of Alabama shall be determined by the ratio

that the corporation's taxable income, computed without the

deduction for federal income tax, apportioned and allocated to

Alabama bears to the corporation's taxable income, computed

without the deduction for federal income tax, apportioned and

allocated everywhere

(3) Interest income earned on obligations of the

United States.
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(4)a. Interest income earned on obligations of the
State of Al abama or its subdivisions or instrunentalities
thereof to the extent included in gross inconme for the
pur poses of federal income taxation.

b. Interest incone earned on obligations of the
State of Al abama or its subdivisions or instrunentalities
thereof to the extent included in gross inconme for the
pur poses of federal incone taxation if such obligations were
i ssued prior to bPecerber—31,—1994 January 1, 1995, to pay the

cost of assets to which subsections (c) through (e) of Section
40-9B- 7 apply.

(5) The anpunt of any aid or assistance, whether in
the form of property, services or nonies, provided to the
State Industrial Devel opnent Authority pursuant to Section
41-10-44.8(d) in order to induce an approved conpany to
undertake a major project within the state.

(6) Expenses ot herw se deductible that were not
deducted on the federal incone tax return as a result of an
election to claima credit for those expenses.

(7) Fothe—extent If the taxpayer owns greater than
20 percent of the stock, by vote or value, of the
di stributing corporation the foll ow ng deductions are all owed:

a. Amounts described in 26 U S.C. Seecti+on §78;

b. Dividend income, including amounts described in

26 U.S.C. Seetion— § 951, from non-U.S. corporations to the
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same extent such dividend i ncone woul d be deducti bl e under 26
U. S. C. Seetton § 243 if received from U.S. corporations; and
c. Dividends received from foreign sales

corporations as defined in 26 U.S.C. Section — § 922.

&—(8) The department-shaltpromulgatearegutaton———
regarding-the-attowablte-ametnt———— portion __ of total deductible

interest expense classified as nonbusiness interest expense

not deductible at arriving at apportioned income, but instead

allocated to the situs of the related nonbusiness income

producing assets, retatedto-the-productionof nronbusiness——
treome,which— shall be based upon a formutatsithg—— the ratio of

the average cost vattae— of the corporation's nonbusiness assets

to the average cost

vatue— of the corporation's total assets.

8)—(9) The interest portion of rent paid under lease

agreements entered into prior to December 31,1994 January 1,

1995, relating to obligations issued by the State of Alabama

or subdivisions or instrumentalities thereof, to the extent

that such obligations were issued to pay the cost of assets to

which subsections (c) through (e) of Section 40-9B-7 apply.
{9—-(10) The amount by which the depletion allowance

specified in Section 40-18-16(b) exceeds the depletion

allowance deducted in calculating federal taxable income.
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(b) Restrictions on the deductibility of certain

i nt angi bl e expenses and i nterest expenses with a rel ated

nenber.

(1) For purposes of computing its taxable incone, a

corporation shall add back otherw se deducti bl e interest

expenses and costs and i ntangi bl e expenses and costs directly

or indirectly paid, accrued or incurred to, or in connection

directly or indirectly with one or nore direct or indirect

transactions, with one or nore related nmenbers, except to the

extent the corporation shows, upon request by the

Comm ssioner, that the corresponding itemof incone was in the

sane taxable yvear: a. subject to a tax based on or neasured by

the rel ated nenber’s net incone in Al abama or any other state

of the United States, or b. subject to a tax based on or

neasured by the related nenber’s net incone by a foreign

nati on which has in force an incone tax treaty with the United

States, if the recipient was a "resident" (as defined in the

i ncone tax treaty) of the foreign nation. For purposes of this

section, "subject to a tax based on or neasured by the rel ated

nenber’s net incone" neans that the recei pt of the paynment by

the recipient related nenber is reported and included in

i ncone _for purposes of a tax on net incone, and not offset or

elimnated in a conbined or consolidated return which includes

t he payor.
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(2) The corporation shall nake the adjustnments

required in subsection (b) (1) of this section unless the

corporation establishes that the adjustnents are unreasonabl e,

or the corporation and the Conmmi ssioner of Revenue agree in

witing to the application or use of alternative adjustnents

and conputations. Nothing in this section shall be construed

tolimt or negate the Conm ssioner’s authority to otherw se

enter into agreenents and conprom ses ot herwi se all owed by

| aw.

(3) The adjustnents required in subsection (b)(1)

shall not apply to that portion of interest expenses and costs

and i ntangi bl e expenses and costs if the corporation can

establish that the transaction giving rise to the interest

expenses and costs or the intangi bl e expenses and costs

bet ween the corporation and the related nenber did not have as

a principal purpose the avoi dance of any Al abama tax and the

related nenber is not primarily engaged in the acquisition,

use, licensing, maintenance, nmanagenent, ownership, sal e,

exchange, or any other disposition of intangible property, or

in the financing of related entities. If the transaction

giving rise to the interest expenses and costs or intangible

expenses and costs, as the case may be, has a substanti al

busi ness pur pose and econoni c substance and contains terns and

conditions conparable to a simlar arnis |length transaction

bet ween unrel ated parties, the transaction will be presuned to
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not have as its principal purpose tax avoi dance, subject to

rebuttal by the Commi ssioner of the Departnent of Revenue.

(4) Nothing in this section shall require a

corporation to add to its taxable incone nore than once any

amount _of interest expenses and costs or intangi bl e expenses

and costs that the corporation pays, accrues or incurs to a

rel at ed menber described in subsection (b)(1).

(5) Nothing in this section shall be construed to

[imt or negate the Conmi ssioner’s authority to nake

adj ust nents under _this chapter.

(6) Subsection (b) shall not linmt the deduction of

the interest portion of rent paid under |ease agreenents

described in subsection (a)(9).

(c) Except with regard to paynents described in

subsections (a)(4)b. and (a)(9), nothing in this section shal

be construed to allow any itemto be deducted nore than once

or to allow a deduction for any itemthat is excluded from

incone or to allow any itemto be included in the A abama

taxabl e i ncone of nore than one taxpayer.

tb)y (d) The following credits shall be allowed

agai nst the tax |l evied by Section 40-18-31:
(1) the anmount provided to an approved conpany
pursuant to Section 41-10-44.8(a)(1), subject however, to the

limtations contained in Section 41-10-44.8(c); and
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(2) the anmount provided in Section 41-10-44.9 to an

approved conpany for a paynent by such conmpany into a tax
I ncrement fund."

"840-18-35.1.

In computing the taxable income of corporations
subject to income tax as outlined in Section 40-18-35, there
shall be allowed, in addition to the deductions specified
therein, a deduction for the sum of the net operating losses
which may be carried forward to the taxable year for which the
net income of the corporation is being computed.

(1) The term "net operating loss" for the purposes
of this section means the excess of the deductions (other than
the deduction allowed by this subdivision) allowed by this
chapter during a taxable year of the corporation over the
corporation's gross income during that taxable year. For
purposes of this paragraph, the corporation's gross income and
allowable deductions shall be determined under the provisions
of this chapter applicable to the year in which the net
operating loss arises.

(2) A net operating loss shall be carried forward to
the earliest subsequent taxable year in which the corporation
has taxable income (determined without taking into account the
deduction allowed by this subdivision). The amount of a net
operating loss which may be carried to any later taxable year

shall be the excess of the net operating loss over the sum of

Page 16



© 00 N O o b~ W DN P

N NN N NN R B PR R R R R R
g B W N B O © © N O OO M W N P O

HB2

t he anmounts thereof deductible under this subdivision in all
t he taxabl e years preceding this taxable year.
(3) If net operating | osses arising in nore than one
t axabl e year can be carried forward to a taxable year of the
corporation, the net operating loss arising fromthe earliest
of those years shall be deducted first.
(4) The net operating |oss deduction allowed by this
section shall be limted to sources attributable to Al abana.
(5) A net operating |loss may be carried forward and
deducted only during the 15 consecutive year period
i mredi ately follow ng the taxable year in which it arose.
(6) In the case of an acquiring corporation subject
to the rules of 26 U.S.C. 8§ 381, or in the case of a new loss
corporation within the meaning of 26 U.S.C. 8 382, or in the
case of the recognized built-in gains of a gain corporation
within the meaning of 26 U.S.C. § 384, only the net operating
losses as are allowable in accordance with 26 U.S.C. 88 381,
382, and 384 shall be allowed as a deduction under this
section. This subdivision shall be applied before the
limitations in the preceding subdivisions are applied.

(7) Notwithstanding the foregoing provisions of this

section, for a taxpayer's taxable year beginning during

calendar year 2001 no deduction for any net operating loss

shall be allowed or allowable. If and only to the extent that

any net operating loss deduction is disallowed by reason of
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this subsection, the date on which the amount of the

di sal | owed net operating | oss deduction woul d ot herwi se expire

will be extended by one vear. A corporation dissolved and

conpletely liquidated within cal endar year 2001 may use its

net operating | oss without the restrictions provided in this

subsection (7).

Section 2. Section 40-2A-17 is hereby added to the

Code of Al abama 1975, to read as foll ows:
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8 40-2A-17.

For purposes of the tax imposed in Chapter 18 of
Title 40 of the Code of Alabama 1975, the following rules
shall apply:

(a) In any case of two or more organizations,
trades, or businesses (whether or not affiliated within the
meaning of 26 U.S.C. § 1504) owned or controlled directly or
indirectly by the same interests, the Commissioner of the
Alabama Department of Revenue may distribute, apportion, or
allocate gross income, deductions, credits, or allowances, if
the Commissioner determines that such distribution,
apportionment, or allocation is necessary in order to prevent
evasion of Alabama income taxes or to clearly reflect the
income of any such organization, trade, or business.

(b) Any transaction based upon tax planning advice,
tax return preparation advice or tax return preparation

services with respect to which an improper contingent fee is
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directly or indirectly paid by the taxpayer shall be evidence
of the evasion of Al abama incone taxes.

(c) Any paid tax return preparer or tax planner who
provi des to a taxpayer tax planning advice, tax return
preparation advice or tax return preparation services in
consi deration for an inproper contingent fee shall be subject
to a penalty as if such paid tax return preparer or tax
planner was subject to the penalties imposed by 26 U.S.C. §

6701.

(d) "Improper contingent fee" shall mean
compensation received by a person or entity that is subject to
the Code of Professional Conduct of the American Institute of
Certified Public Accountants (or the aplicable state version
of such Code) for tax planning advice or tax return advice or
preparation that would be improper under the terms of the Code
rendered after December 31, 2001. With respect to any person
or entity that renders tax planning advice, tax return advice
or tax return preparations, but is not a certified public
accountant, an "improper contingent fee" shall be defined in
regulations prescribed by the Alabama Department of Revenue on
a basis consistent with the Code of Professional Conduct of
the American Institute of Certified Public Accountants.

(e) Subsections (b), (c), and (d) shall not apply
to any contingent fee contract executed prior to January 1,

2002.
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(f) The Conm ssioner of the Al abama Departnent of

Revenue shall exercise such authority in a nmanner consistent

with this act and, to the extent applicable, 26 U.S.C. § 482
and the rulings and regulations issued thereunder. The
Commissioner is authorized and directed to promulgate such
additional regulations as are necessary to enforce the

provisions of this act.”

Section 3. Sections 40-18-42 and 40-18-80, Code of

Alabama 1975, are amended to read as follows:
"840-18-42.
(a) Time of payment for individuals.
individuals the total balance of the tax owed after credits

for taxes paid through withholding as provided in Section

—In the case of

40-18-78, or through declarattiehis— estimated payments as

provided in Sections 40-18-82 and 40-18-83, shall be due and
payable on April 15 following the close of the calendar year
or, if the return should be made on the basis of a fiscal
year, then on the fifteenth day of the fourth month following
the close of the fiscal year.

(b) Time of payment for fiduciaries.
fiduciaries, the total amount of the tax imposed by this
chapter shall be paid on April 15 following the close of the
calendar year or, if the return should be made on the basis of
a fiscal year, then on the fifteenth day of the fourth month

following the close of the fiscal year.
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(c) Time of paynment for corporations. - In the case
of corporations, the balance of the tax owed after credits for
taxes paid through deetarattons estinmated paynents as provided
I n Secti ons—46-18-82—and—46-18-83 40-18-80.1 shall be due and

paid on March 15 followi ng the close of the cal endar year or,
if the return should be nade on the basis of the fiscal year,

then on the fifteenth day of the third nonth follow ng the

cl ose of the fiscal year.

te)y(c) Voluntary advance paynent. - The tax inposed
by this chapter or any estinmated tax paynment thereof nay be
paid, at the election of the taxpayer, prior to the date
prescribed for its paynent.

8 40-18-80. Penalty where certain percent of tax

exceeds estimated tax for individuals

(a) If 90 percent of the tax, determined without
regard to the credit under Section 40-18-78, in the case of

individuals other than farmers exercising an election under
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Sections 40-18-82 and 40-18-83, or 66 2/3 percent of such tax

so determned in the case of such farmers, exceeds the
estimated tax increased by such credit, there shall be added
to the tax an anobunt equal to such excess, or equal to six
percent of the anobunt by which such tax so determ ned exceeds
the estimated tax so increased, whichever is the |esser.

(b) This subsection shall not apply to the taxable
year in which:

(1) fatt+s the death of the taxpayer occurs,

(2) et I I o . hiel
the taxpayer nmakes a tinely paynment on April 15, June 15, eof
and Septenber 15 of sueh that year, o and on January 15 of
t he year succeeding the taxable year, or in the case of
farmers exercising an el ection under Section
40-18-8240- 18- 83(a) (6) wthinthetast—quarter and making who
make paynent in an anount at—teast—as—great—asthough—conputed
of—the—basts—of thefacts—showr—onhis—returnfor—the
preceding—taxablte—year equal to one hundred percent of the tax

shown on the return for the preceding taxable year (or, if no

return is filed, ninety percent of the tax for such year) .

(3) if the liability for the previ ous year was zero

(0) (except for a net operating |loss carryback to that vyear).
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Section 4. A new section 40-18-80.1 is added to the
Code of Al abama 1975, to read as foll ows:

840-18-80.1. Addition to Tax on Corporations.

(a) Addition to tax.

Except as otherwise provided in this section, in the
case of any underpayment of estimated tax by a corporation,
there shall be added to the tax under Chapter 18 for the
taxable year an amount determined by applying the underpayment
rate established under 26 U.S.C. § 6621, to the amount of the
underpayment for the period of the underpayment.

(b) Amount of underpayment; period of underpayment.

For purposes of subsection (a):

(1) Amount is the required installment, in excess of
the amount (if any) of the installment paid on or before the
due date for the installment.

(2) The period of the underpayment shall run from
the due date for the installment to whichever of the following

dates is the earlier:
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h day of the 3rd nonth follow ng the cl ose

or

b. with respect to any portion of the underpaynent,

the date on which such portion is paid.

(3) For purposes of paragraph (2) b., a paynment of

esti mated tax shal
install ments in the

requi red to be paid.

be credited agai nst unpaid required

order in which such install ments are

(c) Nunber of required installnents; due dates. For

pur poses of this section there shall

be four required install-

ments for each taxable year, the tinme for paynent of install-

ments shall be

| nst al | nent
1st
2nd
3rd
4t h

(d) Amount

The Due Date |Is

April 15
June 15
Sept enber 15
Decenber 15

of required installnents.

For purposes of this section:

(1) a. Except as otherwi se provided in this section,

t he amount of any required installment shall be 25 percent of

t he required annual
b. Except

paynent .

as otherw se provided in this subsection,

the term"required annual paynent” neans the | esser of:
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1. 100 percent of the tax shown on the return for
the taxable year (or, if no returnis filed, 100 percent of
the tax for such year), or

2. 100 percent of the tax shown on the return of the
corporation for the preceding taxable year. However, this
shall not apply if the preceding taxable year was not a
t axabl e year of 12 nonths, or the corporation did not file a
return for such preceding taxable year showing a liability for
tax. For the first taxable year begi nning after Decenber 31,
2000, the first sentence of this subparagraph shall be applied
usi ng 130 percent of the tax shown on the return for the
precedi ng taxable year in |lieu of 100 percent of such anount.

(2) Large corporations are required to pay 100
percent of the current year tax.

Except as provided in paragraph b., subparagraph 2.
of paragraph (1)b. shall not apply in the case of a |arge
cor porati on.

a. The corporation may use the amobunt of |ast year’s
tax for first installnment.

b. Paragraph a. shall not apply for purposes of
determ ning the anount of the first required installnment for
any taxable year. Any reduction in such first installnent by
reason of the preceding sentence shall be recaptured by
I ncreasi ng the anount of the next required install nment
det erm ned under subdivision (1) by the amount of such

reducti on.
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(e) Lower required installnent where annuali zed
i ncone installnment or adjusted seasonal installnment is |ess
t han anmount det erm ned under subsection (d). In the case of
any required installnment, the corporation nay establish that
t he accrued incone installment or the adjusted seasonal
installment is |l ess than the anount determ ned under (d) (1)
in accordance with 26 U.S.C. § 6655(e).

(f) Exception where tax is small amount.

No addition to tax shall be imposed under subsection
(a) for any taxable year if the tax shown on the return for
such taxable year (or, if no return is filed, the tax) is less
than $5000

(g9) Definitions and special rules.

For purposes of this section, the meaning of the
following terms are:

(1) Tax:

a. The excess of the tax levied by §40-18-31, over

b. the credits against tax provided by 840-18-35(b)
and 840-18-243.

(2) Large corporation:

a. Any corporation if such corporation (or any
predecessor corporation) had taxable income of $1,000,000 or
more for any taxable year during the testing period.

b. Rules for applying subparagraph a.

1. Testing period.
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For purposes of subparagraph a. the term"testing
period" neans the 3 taxable years immedi ately preceding the
t axabl e year invol ved.

2. Certain carrybacks and carryovers not taken into
account .

For purposes of subparagraph a., taxable incone
shall be determ ned without regard to any net operating |oss
carried to the taxable year under Section 40-18-35.1.

(3) Certain tax-exenpt organizations.

a. Any organization subject to the tax on unrel ated
busi ness taxabl e incone shall be treated as a corporation
subject to tax under 40-18-31.

b. Any reference to taxable incone shall be treated
as including a reference to unrel ated busi ness taxabl e incone.
In the case of any organi zation described in paragraph a.,
subsection (b)(2)a. shall be applied by substituting "5th
nont h" for "3rd nonth."

(4) Application of section to certain taxes inposed
on S corporations.

In the case of an S corporation, for purposes of
this section:

a. The followi ng taxes shall be treated as inposed
by 40-18-31:

1. The tax inposed by 40-18-174(a) (or the
correspondi ng provisions of prior |aw)

2. The tax inposed by 40-18-175(a).

b. Paragraph (2) of subsection (d) shall not apply.
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c. Subparagraph 2. of subsection (d)(1)b. shall be
applied as if it read as foll ows:

2. the sum of

(i) the anount determ ned under subparagraph 1. by
only taking into account the taxes referred to in
subpar agraphs 1. and 3. of subsection (g)(4)a. and

(i1) 100 percent of the tax inposed by 40-18-175(a)
whi ch was shown on the return of the corporation of the
precedi ng taxabl e year.

d. The requirenment in the |ast sentence in
subsection (d)(1)b. that the return for the precedi ng taxable
year show a liability for tax shall not apply.

e. Any reference to subsection (e) to taxable incone
shall be treated as including a reference to the net
recogni zed built-in gain or the excess passive incone (as the
case may be.)

(h) Fiscal years and short years.

(1) Fiscal years.

In applying this section to a taxabl e year beginning
on any date other than January 1, there shall be substituted,
for the nonths specified in this section, the nonths which
correspond thereto.

(2) Short taxable year.

This section shall be applied to taxable years of
|l ess than 12 nmonths in accordance with regul ations prescri bed
by the Comm ssi oner.

(i) Regul ati ons.
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The Commi ssioner shall prescribe such regul ations as
may be necessary to carry out the purposes of this section.

Section 5. Sections 40-18-82 and 40-18-83, Code of
Al abama 1975, are anended to read as foll ows:

"8§40-18-82.

(a) Every-individual-and-corporatton— Individuals
shall, atthetimepreseribedii— remit in accordance with
subsection (c) — (b)  ofthissectton, makeadectarationrof —————
estimatet-tax-for thetaxableyyear——  if net income from sources

other than wages, in the case of a single person or married

persons filing separate returns, can reasonably be expected to
exceed $1;506— $1,875 for the taxable year; and in the case of

married persons living with husband or wife and filing a joint

return, if net income can be reasonably expected to exceed
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te) (b) The dectarat+on paynments required under
subsection (a) ef—thts—seet+on shall be f+tet—wth remtted to

the departnent on or before April 15 of the taxable year;
except, that if the requirenents of subsection (a) of this
section are first net:

(1) After April 1 and before June 2 of the taxable
year, the deetarattonr paynent shall be f++ed remtted on or
bef ore June 15 of the taxable year;

(2) After June 1 and before Septenber 2 of the
t axabl e year, the deectaratiorr paynent shall be fited remtted
on or before Septenber 15 of the taxable year; or

(3) After Septenber 1 of the taxable year, the
dectarati+on paynent shall be f++ed remtted on or before
January 15 of the succeedi ng taxabl e year :—or—n—the—<case—of

However, if a return is filed and paynent nade by January 15

of the succeedi ng taxable year by individuals, the estinmated

paynment provided for by this subsection shall not be required.
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"8§40-18-83.
(a) The estimated tax provided for in Section
40-18-82 shall be paid as follows:
(2) If the declaratiorris-fiteed—  requirements of

Section 40-18-82(a) are first met on or before April 15 of the

taxable year, the estimated tax shall be paid in four equal

installments. The first installment shall be paid at the time

of the-filing-of the-dectaratton— on April 15 , the second and

third on June 15 and September 15, respectively, of the

taxable year and the fourth on December-i5ofthetaxabteyear——
fereorporations-or—— on January 15 of the succeeding taxable

year for individuals.
(2) If the declarattonts-fited— requirements of
Section 40-18-82(a) are first met after April 15 and not after

June 15 of the taxable year and is not required by subsection
te)y— (a)__ of Section 40-18-82 to be filed on or before April 15
of the taxable year, the estimated tax shall be paid in three
equal installments. The first installment shall be paid at the

time-of-the-fiting-of the-dectaration———on June 15 and the

second on September 15 of the taxable year and the third on —

January 15 of the succeeding taxable year for individuals.
(3) If the declaratiorrts-fited— filing requirements

of Section 40-18-82(a) are first met after June 15 and not

after September 15 of the taxable year and is not required by
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subsection €y (a) of Section 40-18-82 to be filed on or
bef ore June 15 of the taxable year, the estimted tax shall be

paid in two equal installnments; the first installnent shall be

pai d at—the—timre—of thef+tingof thedectaration Septenber 15

and the second on Beecertber—i5—of—thetaxabte—year—for
corporattons,—or—onr January 15 of the succeedi ng taxabl e year

for individuals.
(4) If the dectaratton—+s—+F+ted filing requirenents
of Section 40-18-82(a) are first nmet after Septenber 15 of the

taxabl e year, and is not required by subsection (€) (a) of
Section 40-18-82 to be filed on or before Septenber 15 of the
taxabl e year, the estinated tax shall be paid in full at—the
tre—of —thefHt+Hngof—thedectarat+onon January 15 of the
succeedi ng taxable year for individuals.

(5) If the dectarat+on—+s—fitedinstall nent paynents
are made after the time prescribed in Seet+on
40-18-82subsection (a), tnAectuding—cases—where—extenstons—of-
tHre—havebeen—granted,~ subdivisions (2), (3), and (4) of this

subsection shall not apply, and there shall be paid at the

time of suweh the paynentf+Hng all installnments of estinmated

tax, including interest at the prescribed rate which woul d

have been payabl e on or before steh that tine if the
dectarat+on install nents had been f+ted paid within the
time(s) prescribed in subsection (€} (a) of Section 40-18-82,

and the remaining installnments shall be paid at the tinmes at

which and in the anmounts in which they woul d have been payabl e
ey el : Hadt it ed
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(6) In the case of an individual whose estinated

gross incone fromfarmng for the taxable vear is at |east two

thirds of the total estimated gross incone fromall sources

for the taxable year shall be permtted to nake the estinated

paynment on or before February 15 of the succeedi ng tax year,

and further provided that if such an individual files a return

on or before February 28 of the succeeding tax year and pays

in full the anpbunt conputed on the return as payabl e, such

return shall have the effect of satisfving the requirenents
prescribed in subdivisions (1), (2), (3), (4), and (5) of this

subsecti on.

(b) If any—arendrent—ofthedectaratt+on—+s—+f+ted

during the taxable year a taxpayer determ nes that the

estimted tax paynments were incorrect, the remaining

installnments, if any, shall be ratably increased or decreased

as the case may be, to reflect the respective increase or

decrease in the estinmated tax by reason—of—stuch—arendrent; and
i f any arendment taxpayer determination is nade after Cctober

15 of the taxable year, any increase in the estimated tax by
reason thereof shall be paid at the tinme of making—such
afrendrrentt he t axpayer determ nation.

(c) At the election of the taxpayer, any install nment
of the estimated tax may be paid prior to the date prescribed
for its paynent.

(d) Paynment of the estimated tax, or any install nment

t hereof, shall be considered paynment on account of the tax for
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the taxabl e year. Assessnment in respect of the estinmated tax

shall be limted to the anount paid.

) (e) The application of this section, Section
40- 18- 82 and subsection (a) of Section 40-18-80 to taxable

years of less than 12 nonths shall be as prescribed in
regul ati ons promul gated by the departnent.

tg)y(f) In the application of this section and
Section 40-18-82 to taxpayers reporting incone on a fiscal
year basis, there shall be substituted for the dates specified
therein the nonths corresponding thereto."

Section 6. Section 40-2A-18 is hereby added to the
Code of Al abama 1975, to read as foll ows:

840-2A-18.

Interest on any final assessment accrues from the

date of entry of the final assessment on the total amount of
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its conponents including tax, interest, and any penalty, as
one lunmp sum anmount. The precedi ng sentence is a restatenent
of current law as it applies to interest accrual after final
assessnent. Notw t hstandi ng any provision of this act, this
section shall apply to all open tax years as of the effective
date of this act and for all subsequent tax years.

Section 7. Notw t hstandi ng any ot her provision of
| aw, including any |aw enacted at the Fourth Special Session
of 2001, if a nonresident owner of a subchapter K entity
certifies in witing, under penalty of perjury, to the entity,
prior to the filing of the entity’s inconme tax return for the
first taxable year beginning in cal endar year 2002, that the
nonr esi dent owner has fully paid its Al abama incone tax
attributable to its distributive share of the entity’s net
t axabl e i ncone all ocated and apportioned to Al abama with
respect to its taxable year ending in 2001 the entity shal
not be required to pay to Al abama an annual anount equal to
t he highest tax rate applicable to C corporations under
Chapter 18 of Title 40, if the nonresident owner is a
corporation, and otherw se the highest tax rate applicable to
i ndi vidual s under Chapter 18 of Title 40, rmultiplied by the
amount of the nonresident owner’s distributive share of the
net taxable incone allocated and apportioned to Al abama, as
reflected on the entity’'s return for the period in question.
"Nonr esi dent owner" and "subchapter K entity" shall have the
same neani ngs for purposes of this section as defined in

Section 40-18-1. This section shall have no force or effect if
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House Bill 7, as introduced in the Fourth Special Session of
2001, does not becone | aw.

Section 8. Al laws or parts of |aws which conflict
with this act are repeal ed.

Section 9. The provisions of this act are severable.
If any part of this act is declared invalid or
unconstitutional, that declaration shall not affect the part
whi ch remai ns.

Section 10. This act shall becone effective for al
tax years begi nning subsequent to Decenber 31, 2000, follow ng
Its passage and approval by the Governor, or its otherw se

becom ng | aw.
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Speaker of the House of Representatives

President and Presiding O ficer of the Senate

House of Representatives

| hereby certify that the within Act originated in
and was passed by the House 14-DEC 2001, as amended.

G eg Pappas

derk
Senat e 19- DEC- 2001 Anmended and Passed
House 21- DEC- 2001 Passed, as anended

by Conference Com
mttee Report

Senat e 21- DEC- 2001 Passed, as anended
by Conference Com
mttee Report
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December 21, 2001 Passed, the Governor’s
objectionsto the
contrary notwithstanding

Yeas 72, Nays 15, Abstains

December 21, 2001 Passed, the Governor’s
objectionsto the
contrary notwithstanding

Yeas 32, Nays 1

Page 39



